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6 per cent 

of income (in form 
of interest or divi- 
dends) from cer- 
tain intangibles, 
including trans- 
ferable shares in 
certain partner- 
ships, associa- 
tions or trusts 
' S— 



B 

1^ per cent 

of income 
from annu- 
ities 



Exemption up to $300 if total 
income from aH sources does 
not exceed 

V 



3 per cent 

of excess of 
gains over 
losses from 
purchase or 
saleof intangi- 
bles (whether 
"taxables" 
or "non-tax- 
ables") 

No exemption 



Returns required on any amount of income 
from these sources, no matter how little 



1^ per cent 

of income 
from salaries, 
business and 
professional 
income in ex- 
cess of $2000 
(with possible 
further ex- 
emption not 
exceeding 
$1000) 

Certain de- 
ductions so as 
to tax net, 
rather than 
gross income 



Returns required if gross income from ail sources exceeds 
$2000, even though no tax be payable. 

Note especially that returns must be filed if any income 
(no matter how little) has been received from Classes Ay B 
or C. The $2000 exemption applies only to income from 
Class D. 

Returns are compulsory^ and must be filed on or before 
March i, 1917y showing income received during calendar 
year 1916. 

The foregoing brief has been examined and approved 
by the Income Tax Division of the Commonwealth of 
Massachusetts. 
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THE NEW TAX COMPARED WITH THE TAX 
SYSTEM HERETOFORE IN EFFECT 

A is new, in that the income from intangibles and not the 
principal value is taxed. 

B replaces the old tax on annuities at local rates. 

C is entirely new. 

D replaces the tax provision assessing individual incomes 
over $2000 at local rates. 

The law leaves unchanged the corporation franchise' tax 
system, the inheritance tax system, the tax on banks and 
trust companies, etc., and the local assessment and taxation 
of real estate and tangible personalty, except that if in 
1917 a resident of a city or town makes no return of his 
tangible personalty, the local assessors under § 22 of the 
new law must tax him not less than his total personal 
assessment in 1916. 

OFFICES OF INCOME TAX ASSESSORS 

Essex County. Salem; Masonic Temple* 70 Washington St. 

Middlesex County. Lowell; Sun Building* 8 Merrimack St. Cambridge; 
580 Massachusetts Ave.» Central Sq. 

SuppoLK County. Boston; State House. 

Norfolk and Plymouth Counties. BrockUm; Barristers Hall, Cor. 
Main and Belmont Sts. 

Bbistol, Barnstable, Dukes and Nantucket Counties. Fall River; 
Bennett Bldg., 56 North Main St. 

Worcester County. Worcester; Park Bldg., Cor. Main and Franklin 
Sts. FUchburg; Iver Johnson Bldg., 520 Main St. 

Franklin and Hampshire Counties. Greenfield; Sheldon Bldg., 277 
Main St. 

Berkshire and Hampden Counties. Pittsfield; Agricultural Bank Bldg., 
100 North St. Sjmngfield; Third National Bank Bldg., 383 Mam St. 

Income Tax Returns may be obtained from the district ojQSces, the State 
House and from banking institutions throughout the State. 

Returns should be filed at the district offices or at the State House. 
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Foreword 

THIS lecture was delivered by Joseph E. Perry, 
Massachusetts Income Tax Attorney, before an audi- 
ence composed of officials and employees connected with 
Boston banking institutions and students from the School 
of Conmaerce and Finance of Northeastern College, Boston, 
under the auspices of Boston Chapter Inc., American Insti- 
tute of Banking, Section of American Bankers Association, 
at Ford Hall on the evening of December 29, 1916. 

This law which went into effect January first, 1917, is one 
of the most important acts ever passed by the Massachusetts 
Legislature and is so far-reaching in its effects that practi- 
cally all persons engaged in a business or profession on their 
own account, or who have positions commanding salaries or 
commissions aggregating $2000, or who receive interest or 
dividends from taxable investments, or who buy or sell 
securities, either as an investment or a speculation, are 
affected by it to the extent at least of filing a return if they 
are not actually required to pay a tax. 

Considering the importance of this law and its ahnost uni- 
versal application it seems that at this time the presentation 
of the reasons for its enactment and an explanation of the 
workings of the law itself will be of much assistance to those 
who will be affected by its requirements. 

We are indebted to Mr. Perry for allowing this use to 
be made of his lecture without compensation, of any kind, 
to him. 
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Practical Working of the 
Massachusetts Income Tax 

JOSEPH E. PERRY 

MassaehusetU Income Tax AUomey, 

I HEARD the other evening a statement which I believe to 
be true — namely, that when the constitution of the 
United States was adopted it was modelled very largely on 
the constitution of Massachusetts, but when the constitution 
of Massachusetts was adopted there was no other constitu- 
tion which could be taken as a model. In other words, those 
men who framed our constitution were absolute pioneers. 
They framed the first written constitution of human govern- 
ment. I mention that for but one purpose — the system by 
which the bulk of our revenue is being raised today is, in 
this country, nearly twice as old as the state constitution. 
We have had our constitution for about 136 years. For al- 
most 300 years, from the earliest colonial times, the bulk of 
our revenue has been raised by the general property tax; 
that is, a tax levied on the capital value of property. 

OENERAL FROFEBTY TAX PROVED INADEQUATE. 

All property was assessed at so much a thousand of its 
capital value entirely regardless of the amoimt of its income, 
or whether it yielded any income at all. That system was well 
enough when it was first adopted. Practically all the prop- 
erty in the Commonwealth was real estate or tangible per- 
sonal property — i.e., horses, cattle, books, furniture — 
things that could not be concealed, that stood out in the 
open — and as a working measure it was fairly equitable. 
Since that time, however, there has come into existence the 
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vast system of incorporating. There has come into existence 
the present system of doin^; business on credit, until it is 
estimated that at the present time more than 60% of all the 
taxable wealth in the state consists of intangibles rather than 
tangibles, and it is estimated that 90% of the taxable in- 
tangibles have entirely evaded the burden of taxation. 
Think of it! Five billions — five thousand millions — of 
property in this state estimated not to have paid one penny of 
taxes. Just think of the burden that has been thrown on real 
estate and on those forms of property that could not evade. 
Our ancient system — equitable when adopted — failed to 
keep pace with our economic changes. 

CONSTITUTIONAL AMENDMENT. 

The reason intangibles have been taxed at the same rate 
and on the same basis as tangible property, whether real 
estate or personal, was the presence of one word in the 
constitution — the word "Proportional." The Supreme 
Court ruled that that word in the constitution meant that 
all property regardless of its natiu^, if taxable at all, must 
be taxed in each municipality at the same rate. Recently the 
constitution was amended and that difficulty was surmounted 
so that we are able now to have an income tax law which 
goes into eflFect on January first, 1917. 

THE NEW LAW IN RELATION TO THE OLD. 

I said that five thousand millions of intangibles are esti- 
mated to be escaping taxation at the present time. Some of 
the methods of evasion might be mentioned at this time to 
show how the new law is expected to improve our general 
system of taxation. For instance, under the old system 
we took a single day — April first — as the sole test of where 
a person should be taxed and for how much. It sometimes 
happened that a person had property on April first and 
did not have it at any time during the rest of the year. It 
more often happened that he did not have it on April first, 
but did the rest of the year! It is no longer possible to evade 
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by disposing of property for a single day. Instead of taking 
one day as a test the new law takes the income received 
during the entire calendar year, January first to December 
thirty-first. The year preceding is taken as the measure of 
the succeeding year's tax; that is, the income received 
during the year 1916 constitutes the measure of the tax for 
1917. It is generally conceded that it is much fairer to take 
an entire year rather than a single day as a basis of measure- 
ment. 

Another evil was the colonization of wealthy people in a 
few towns with low tax rates. Orleans, on the Cape, is a 
striking example of that. A person might go down there just 
before the first of April, establish a residence, and come back 
on the second of April. For every person who went to 
Orleans to evade taxes the Orleans rate dropped till it hovered 
in the vicinity of three dollars a thousand, whereas the rates 
in the places from which they went kept mounting until we 
have in Massachusetts tax rates varying from three dollars 
to about thirty dollars a thousand. I submit that it is not 
fair for the state to tax one man ten times as much as it taxes 
another on account of the mere accident that he was not 
able to go to Orleans to pay his taxes. It is expected that the 
new system will largely eradicate that particular evil. Rates 
on intangibles will be imif orm throughout the state, and the 
man who goes to Orleans will find, when he gets there, that 
he is taxed just as much and no more than if he had stayed at 
home. By removing the incentive for that particular kind of 
tax evasion it is expected that the evasion itself will cease. 

Another thing, there was no compulsory return under the 
old system. A person might, if he wished, lock up his 
securities in a safe deposit vault and make no return. The 
only chance he took was that the assessors might doom him, 
and then he could go and swear oflf his taxes to 50% more 
than he should properly have paid. The maximum penalty 
was, therefore, equivalent to six months' excess taxes. 

Under the new system the return is compulsory. Taxable 
inhabitants must make a return on or before March first, 
1917. They must make their return on the basis of actual 
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cash receipts, unless they have been in the habit of estimating 
their business earnings on an accrual or inventory basis, 
in which case they may apply for permission to maJ^e their 
returns in that form. The new law means business : it means 
March first, 1917, and I would urge you to have the returns 
in as soon after the first of January as you reasonably can, 
because there will be a great rush at the end of the period. 
We expect that, returns being now compulsory instead of 
optional, there will be disclosed a large part of that five 
billions of property that has been escaping taxation. 

Under tiie new system there will still remain the dis- 
tinction between taxables and non-taxables, but the rate on 
taxables will be very much fairer and lower than it has been. 
Under the old system the tax on intangibles was almost 
confiscatory. Take the case of a 4% bond yielding $40 a 
year. We will assimie your tax rate is $20 a thousand. 
That meant that the state came in and took 50% of your in- 
come each year. You might well call that confiscation. 
Under the new law the tax in that case would be $2.40 a 
thousand, which means that the investor has a much larger 
choice in making his mvestments thau he had under the old 
system, because now he can look at the intrinsic value of the 
security rather than solely at the question of its taxability. 

Then there was a final evil which brought matters to a 
crisis. Every year we were driving capital out of the state. 
I think it was not a serious evil until recent years. Within 
the last few years practically every state adjoining us had 
come to recognize the difference between property and the 
mere evidence of ownership of property. To illustrate that 
difference, suppose you own a factory worth $100,000. You 
pay taxes at the rate of $20 a thousand on the entire amount. 
Then let us assume thatyouincorporate that factory for $100,- 
000 and you own all the stock, but you incorporate under 
the laws of Maine, or some state other than Massachusetts. 
Again you must pay a tax on the $100,000 of stock in addition 
to the tax on the property itself even though you have not 
added a penny to the wealth of the state. Two taxes! 
Perfectly dear case of double taxation! You might just as 
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well tax a man's dwelling-house and again tax the deed which 
shows that he owns it. Because of that distinction Rhode 
Island, Connecticut, New York, I think all the states around 
us, have come to assess intangibles at lower rates. The 
result was that the more we assessed, with our prohibitive 
rates, the more we drove capital out of the state. It was 
estimated that no less than one hundred million dollars of 
capital left the state each year, and it did not come back. 
This continued until Massachusetts was threatened with the 
fate that confronted Ohio when that state started to enforce 
its general property tax system and drove about three 
thousand millions of capital out of the state. I suppose 
that, more than any other one thing, was the argument that 
really got this new law through. 

Why do we expect to prevent that wholesale emigration of 
capital? For the simple reason that, practically speaking, it 
will be about as cheap to stay at home imder the new system 
and pay the taxes here as it will be in any state adjoining us. 
Geographically we are so situated that we have to compete 
with every state around us, and now we expect we can com- 
pete on equal terms, so far as taxes are concerned, with any 
other state in this vicinity. So, it is expected, the incentive 
to leave the state will be removed, and people will not leave 
on account of taxes. 



THE NEW LAW IN DETAIL. 

Perhaps that is enough of a preliminary statement to 
bring us to the law itself. 

The principle of the new law, as you doubtless well know, 
is to tax property on the basis of its income rather than its 
capital value. 

FOUR SEPARATE TAXES. 

The law imposes four taxes, and they are, practically 
speaking, just as separate and distinct as though they were 
applied to four separate individuals. 
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A. SIX FEB CENT OF INCOME FBOM INTANGIBLES. 

Interest. 

The first tax is a tax at the rate of 6% on income from 
intangibles. Such income, to be taxed, must be in the form 
of either interest or dividends. The first classification is 
interest from bonds, notes, money at interest and all debts 
due the person to be taxed. In general the new law retains 
the old distinction between "taxables" and "non-taxables." 
As you very well know, bonds of the United States are not 
taxable at the present time, nor will they be in the future, 
nor the income from them. So also as to some bonds of the 
more recent issues of Massachusetts and its cities and towns, 
fire districts and water districts. Those that are tax exempt 
will continue to be tax exempt. None of the deposits in 
Massachusetts Savings Banks have been taxed under the old 
law, nor will they be under the new. Such deposits as do 
not exceed $1000 in the savings departments of Trust Com- 
panies in Massachusetts, will continue to be exempt. In 
general, mortgages secured by real estate located in Massa- 
chusetts have not been taxed in the past, nor will they be 
in the future. 

Dividends. 

The first half of that first tax is, then, a tax on interest at 
the rate of 6%; the latter part is a tax at the same rate on 
dividends. Again we have at the present time taxables and 
non-taxables. Corporations organized under the laws of 
Massachusetts pay a direct tax to the state. It would be a 
clear case of double taxation if the holders of shares in such 
corporations should pay another tax. Therefore, they are 
not now required to pay any second tax, nor will they be 
under the new law; nor will they pay on dividends derived 
from National Bank stocks. The holders of stock in foreign 
corporations are taxed at the present time. Under the new 
system such stockholders will be taxed at the rate of 6% of 
tiie dividend yield. Three of the public service corporations 
pay taxes direct to the state, and therefore their stockholders 
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are exempt from further taxation. They are the New Eng* 
land Tel. and Tel.» Western Union Tel. and American Tel. 
and Tel. A person having investments in Massachusetts 
corporations. National Banks, or these three stocks would 
not pay any taxes under the new system so far as these in- 
vestments were concerned. 

There is one form of business which, heretofore, has paid 
little, if any, taxes to the Commonwealth of Massachusetts, 
i. e., partnerships, or associations and trusts, the beneficial 
interests in which are represented by transferable shares. 
Under the new system dividends received from shares of 
certain such associations or partnerships will be taxed at 
the rate of 6% in any event, and dividends received from 
shares of certain others will be taxed at the rate of 6% unless 
their managers (or trustees, or whatever they are designated) 
have filed with the tax commissioner an agreement to pay 
annually whatever taxes would be payable on the property 
owned by that association if held by an individual. Gen- 
erally speaking, if the property of such an association con- 
sists exclusively of one or more of the following kinds of 
property, namely: real estate, tax-exempt securities, and 
property the income of which would be taxable at the 6% 
rate to an individual, and if its trustees have filed the agree- 
ment mentioned, the dividends on its shares are then exempt 
from taxation in the hands of its shareholders. On the other 
hand, if it is a trust doing a commercial or manufactur- 
ing business largely outside of Massachusetts, then, as a 
rule, no such agreement can be filed and dividends on its 
shares are then taxable to its shareholders at the rate of 
6%. If you happen to be interested either as a shareholder 
or trustee in such a partnership or trust, I would by all 
means urge that either you or the proper ofiicial make this 
agreement with the Tax Commissioner, and pay whatever 
taxes should be paid. Income from real estate as such is 
not taxed. Yet, assume the case of such a trust which re- 
ceives such income but fails to file that agreement and the 
shareholders get income in the form of dividends really 
earned from this real estate. I can see no escape from the 
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conclusion that the shareholders would have to pay a tax» 
even though, if the trustees had filed such an agreement, 
no taxes would have been payable. 

Deductions. 

Are there any deductions from this 6% tax? Suppose I go 
to my broker and want to get one thousand dollars* worth of 
stock and have only $500 to do it with. I pay down my $500» 
borrow $500, and put up the whole stock as collateral. I 
might conceivably get $100 in dividends, but I might be 
paying my broker $50 interest. In other words, I would get 
a net income of $50. It would hardly be fair to tax me for 
the whole $100. Nor would I be so taxed. Within certain 
limits interest payments maybe deducted. Properly speaking, 
the intent of the law is to tax] net rather than gross income. 

Exemptions. 

Now, is there any exemption? I doubt if there is any 
exemption for a isingle individual present this evening. A per- 
son whose gross income from all sources (earnings and all other 
sources included) does not exceed $600 has an exemption of 
the first $300 of this taxable income. That may apply to 
minors, wives or widows, or to someone who has retired, 
but hardly to anyone who is earning anything. If the yearly 
income is not over $600, the first $300 is exempt, but the 
return must be filed and the exemption claimed. 

Bear in mind that this is a tax only on income actually 
received. Thus if a dividend is declared but not actually 
paid to you it is not taxable until you actually receive it. 
So much for the first tax. 

B. ONE AND ONE HALF PER CENT OP ANNUITIES. 

Then there is a t^ at the rate of 1 J^% on the income from 
annuities. I surmise that this will produce a comparatively 
small revenue because there are but few annuities. Some 
insurance annuities come within the scope of the act; some 
pensions do, but it has been ruled that Federal soldiers' 



pensions do not because Congress has power at any time to 
revoke them, so that strictly speaking they are donations 
rather than annuities. Some of the pensions granted by 
cities and big industrial concerns are taxable as annuities and 
some are not. 

Exemptions. 

Here again there is that "$300 — $600" exemption; if 
the yearly income does not exceed $600, the first $300 is 
exempt. 

Deductions. 

There are no deductions from this tax. 

C. THREE PEB CENT OF "PROFITS." 

Then there is a tax at the rate of 3% on the "excess of 
gains over losses from the purchase and sale of intangible 
personal property." That means, that if you have sold 
securities purchased either as investment or speculation, and 
made some gains and some losses, you should add up all your 
losses, and (if you can do it !) subtract them from all your gains 
and pay a tax at the rate of 3% on the excess; but the Com- 
monwealth does not make up your losses! There is no ex- 
emption. If you get even fifty cents of this sort of income 
you have to make the return. This is a tax on actual realized 
profits. Mere book values are not considered the basis of the 
tax. K you owned your stocks prior to January first, 1916, 
the value on that date will be taken as a starting point, and 
the Commissioner has compiled a list of values of the various 
securities as of that date. If you bought the stocks after that 
time the actual purchase price will be taken as the starting 
point. It may be you will hold your stocks for some years, 
but it is not until you actually sell them and get the money 
that the taxes apply. 

No Minimum. 

On these first three taxes there is no minimum. If you 
get fifty cents or even one cent of taxable income from any 
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of these sources the law requires you to make your sworn 
return and to pay your taxes. Let me emphasize the point 
that there is no minimum — no matter how small the income 
is from these three taxable sources, you must make the return. 

D. ONE AND ONE HALF FEB CENT OF BUSINESS INCOME. 

That brings us to the fourth tax, and the one which has 
the most general interest, I think. It is not a new tax; it 
has been on the statute books for a great many years. That 
is a tax on income from Profession, Employment, Trade or 
Business. Instead of going over that whole list each time, I 
will refer to it as "Business Income," and you will under- 
stand that I mean income from any of these four sources. 
Generally speaking, that means any sort of income a man 
derives from his own eflForts. I do not know whether a bur- 
glar's income would be so classed or not, but I am told that 
lawyers' and bankers' incomes will be taxed! 

The tax applies only to income actually received. If it is 
merely credited to you and you have not received it, it is not 
taxable until you get it — with this exception : if it is credited 
to you on the books of some banking institution, then we 
consider that you have received it. Or, if two persons owing 
mutual debts get together and cancel one debt against the 
other, then we consider that equivalent to income received 
to the extent of the cancellation. If any of you are ministers 
and you are getting a parsonage furnished you as part of 
your salary, then you must count in the fair rental value of 
your living quarters as part of your income. If, however, 
any of you are farmers, the rental value of your living 
quarters is not considered as income received because it is not 
paid to you by any other person as part of your salary, and 
besides you have, or ought to have, paid taxes on the real 
estate. The tax does not apply to wages or salaries paid 
by the Federal Government. 

The tax is on the excess over S^OOO of business income. 
The tax does not begin to count until you have reached the 
$2000 mark. If you are getting $2500 you pay the tax on 
$500 and not on $2500. 
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Contrast between Federal and State Laws. 

At this point I want to say that in distinction to the 
Federal Income Tax, husband and wife have to make separate 
rather than joint returns. Another distinction is that our 
rates are uniform regardless of the amount of income a person 
has, whereas the Federal law has an ascending or accelerating 
scale of rates. We do, however, take the same tax period, i. e., 
the calendar year, as the basis for the measure of the tax. 
The Federal tax applies to income from all sources, whereas 
ours is a tax on only certain kinds of income. 

DedvMions. 

Coming back to the income from business — the inten- 
tion of the act is to tax net rather than gross income. There- 
fore, a person may deduct his business expenses; that is, 
expenses in connection with his business, but not for the 
support of his family. Thus a doctor running an automobile 
in connection with his business may deduct the proper 
expense of his car, but if it is partly for business and partly 
for pleasure he may deduct only such proportion as is fairly 
chargeable as business expense. In other words, we are try- 
ing to get at the net income. A reasonable amount may be 
taken off for depreciation, obsolescence or wasting assets. 
If you wish you may take as the measure of this the actual 
cost of repairs or replacement. In case of extraordinary re- 
pairs, an agreement may be made with the Tax Commissioner 
to apportion that over a period of years. Taxes paid in con- 
nection with the business may be deducted, but taxes paid 
on your residence would not be deductible as business ex- 
penses. Interest on indebtedness in connection with the 
business may be deducted. Losses, whether from fire, theft 
or payments on account of lawsuits in court or out of court 
may be deducted unless compensated by insurance or other- 
wise. 

Ca^h Book or Inventory. 

There are two methods of figuring business income. You 
may take the cash basis — so much cash received and so 
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much paid out, or you may take what is called the inventory 
or accrual method, i. e., take an inventory on January first, 
1916, and again on January first, 1917, and use the inventories 
as a basis. K you take the inventory method you will 
naturally count in as assets all bills receivable. If you find 
later on that any of these bills receivable prove to be worth- 
less, and you actually charge them oflF your books, then they 
may be deducted from the tax return, but unless they have 
once been charged in they may not be charged off. If the 
inventory method is taken the Commissioner will require 
that the same method be followed for at least five years. 
Otherwise, changing back and forth from the cash to the 
inventory basis might mean that the state would not get 
all it is entitled to. 

Other Dediidiona. 

Then in addition to all these deductions there is a deduction 
of 5% on the assessed value of real estate and tangible 
personal property used in the business. That property has 
already been taxed once and it is only fair to allow its 
owner to deduct a reasonable return on its value before 
paying a tax on the profits derived from it. 

Family Deductions. 

So far as I know this is the first time that the Legislature 
has ever definitely determined the exact value of a wife! 
They have determined that the taxpayer who is married and 
living with his wife may have an additional deduction of 
$500. There is also a deduction of $250 for each parent 
wholly dependent on the taxpayer, and for each child under 
eighteen another $250, but not wanting to commit themselves 
too far in this line they limited the deduction to $1000. The 
Commissioner hds made a ruling which I think is rather hard 
on the newly-weds. He has ruled that husband and wife 
must have been living together at least six months in order 
to get that deduction. I suppose he feels they should have 
been entitled to the deduction for at least half of a year in 
order to claim it. 

16 



To summarize, the tax on business income does not begin 
till the $£000 mark has been reached, and by reason of 
dependents the taxpayer may claim an additional exemption 
of $£50, $500, $750 or $1000, as the case may be. 

ESTATES OF DECEASED PERSONS. 

The state is divided into eight geographical districts. 
There is no district, so far as I know, for collecting taxes 
from those persons who endeavor to avoid their taxes by 
dying. But, nevertheless, we expect to get their taxes just 
the same. The Act provides that if a person dies after the 
first of January his executor or administrator must file a tax 
return for the income received during that portion of the year 
from January first to the date of death, and another return 
as to income received by the estate from that time to Decem- 
ber thirty-first. The intention is that there shall be no gap 
in the revenue to the state from taxable income irrespective 
of changes in ownership. If any of you are interested in any 
estates — either as executors or as beneficiaries — remember 
that returns will be required as to taxable income. 

FIDUCIABIES AND OTHERS. 

Every partnership, association or trust, guardian, con- 
servator, trustee in bankruptcy, assignee for the benefit of 
creditors, receiver — other than a receiver of a Massachu- 
setts corporation — and in general any fiduciary or individual 
receiving taxable income must make the tax returns and pay 
the taxes. In the case of a guardian or trustee the guardian 
or trustee will pay the taxes. 

ORDINARY PARTNERSHIPS. 

I mentioned partnerships having transferable shares. 
Those are not the ordinary partnerships. In the case of the 
ordinary partnership we treat the partnership itself as an 
entity. We give each partner his $2000 exemption, and also 
the other exemptions for dependents. If, however, a partner 
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has income from any other line of business he has to make his 
separate return as to that particular income. 

TWO RETURNS. 

I said returns are compulsory. There is one statement I 
want to make emphatic, and if you do not bear m mind any 
other details you can remember this: First, returns must be 
filed with the state officials on or before the first day of 
March: Second, you may also find it advisable to file with 
the local city or town assessors a return showing your tan- 
gihle personal property. That return will call for none of 
the items on your state return, but if you fail to file it with 
the local assessors between April 1 and May 15 they must 
assess you just as much as they assessed you this year on 
all your personal property, and in addition you must pay 
the income tax. 

Let me illustrate that: There is a man in one of the Massa- 
chusetts cities who was taxed this year on four and one-half 
millions of taxable stock on which he had never paid a tax 
before. He paid in taxes almost $100,000 more this year 
than last year. If that man next year neglects to make his 
tax return to the local assessors showing his tangible personal 
property he must be taxed by them just as much as they 
taxed him last year, and in addition he will have to pay his 
taxes to the state. Therefore, do not forget to inform people 
to make their local tax returns. 

ADMINISTRATION. 

As I said before, the state is divided into eight districts: 
Essex; Middlesex; SuflFolk; Norfolk and Plymouth; Bristol, 
Barnstable, Dukes and Nantucket; Worcester; FrankUn 
and Hampshire; Berkshire and Hampden. In each district 
there will be an Income Tax Assessor with probably three or 
more deputies. There will be offices in Salem, Cambridge, 
Lowell, Boston, Worcester, etc., throughout the state. Re- 
turns may be obtained from the district offices, from the State 
House, and from banking institutions in the different cities. 
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The burden is on the taxpayer to get the return blank and 
see that it is properly filled out. The state will not attempt 
the burden of sending the blanks out through the state except 
upon application. The state printers received the largest 
order ever given by the state for printing when they bought 
the stock for these returns. When folded once and piled in 
a heap on the floor they will make a column of paper over 
seven hundred and fifty feet high. We expect about one in 
five of these will come back. Wisconsin has found that for 
the purpose of distribution they have to print about five 
times as many as they expect to get back. The probabilities 
are, as near as we can estimate, that we shall get in Massa- 
chusetts as many income tax returns as the Federal Govern- 
ment gets in the whole United States, exclusive of their 
corporation returns. 

These return blanks 3hould properly be filed in the Dis- 
trict Offices. They may, however, be filed at the State 
House, if one desires. The returns will be treated with abso- 
lute secrecy. Each return will be given a number and the 
data will be taken oflF on a computation sheet having the 
corresponding number. The original return will be filed away 
under lock and key. Thus the computations will all be made 
from a sheet which has no clew as to whose return it is and 
no clerk will be able to tell what any individual is taxed upon. 
While I am speaking of that, if any people in the past have 
not paid all the taxes they ought to have paid they may still 
feel absolutely free to make a full declaration under the new 
tax return, because there is no power on earth which can go 
back of January first, 1917, to penalize for past evasions. 
After that date, however, omitted assessments may be made 
at any time for the two preceding years. 

The taxes will be computed at the State House, and tax 
bills sent out September first, payable October fifteenth. 

Are we going to get that five billions that have not been 
paying taxes? We hope so. The Act provides very severe pen- 
alties: $5 a day for every day of delinquency in filing returns, 
and if a fraudulent return is filed there is a fine of not less 
than $100 and not more than $10,000, and punishment by 
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imprisonment for not more than one year, or by both such 
fine and imprisonment, and the taxpayer may be made to 
forfeit his right to hold public office anywhere within the 
Commonwealth for such period, not exceeding five years, as 
the court may decide. 

Will some people take a chance? Perhaps, but even for 
them we are getting ready. We are compiling what will be 
the largest human card index file in the state: 500,000 cards 
were ordered for the purpose. Every sort of information 
source is being combed until, I presume, we will have almost, 
if not all, the names of those persons who ought to make tax 
returns. Of course it is common knowledge that the stock- 
holders' lists of all foreign corporations have been open to us 
— I think about two thousand such lists have already been 
copied. The highway department records are open to us and 
we can go through the business directories. We are actually 
combing every registry of probate for years back for trust 
estates. Many other sources of information are being ex- 
hausted. If not the first year, then the second or third, we 
will probably have the names of all persons who ought to 
make tax returns. 

IMPORTANT. 

The law provides that any person whose gross income is 
over $2000 must make out a tax return even if it is all un- 
taxable. The reason is that with such a provision we can 
comb the state and can more easily ''spot" all inhabitants 
whose scale of living is such as to indicate that they get $2000. 
It means that every person whose gross income is $2000 or 
more must make out a return whether taxable or untaxable, 
and, as already stated, returns must be filed by all persons 
receiving any income whatsoever of the first three taxable 
kinds [see -4, B and C, su'pTa]^ no matter how small such in- 
come may have been and regardless of whether the total 
from all sources was above or below $2000. 

DISTRIBUTION. 

There is but one thing left, and that is the question of dis- 
tribution. In 1917 the revenue that will be derived from these 
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taxes will be collected by the state and then distributed back 
to the cities and towns, and the cities and towns are guaran- 
teed no less income than they received in 1915. Then, if 
there is any surplus left over the state reimburses itself for 
the expense of administration, assessment and collection, and 
that expense, by the way, we estimate will not be over 1% 
of the amount collected. The first year it may be over that, 
because we have to buy furniture, etc., but with everything 
that is fairly chargeable to current expenses I think we will 
keep within 1% of the amount collected. If there is any 
surplus over that, it will be returned to the cities and towns 
on the basis of their share of the state tax. It is expected 
the Act will yield much more revenue than was derived 
from the same sorts of property in the past. 



QUESTIONS AND ANSWERS. 

QiLestion. A widow owns a piece of real estate on which is a 
dwelling house. She also owns one thousand shares of Ameri- 
can Telephone, of which, of course, the interest or income is not 
taxable. She also owns one thousand shares of United Fruit 
Company which, being a New Jersey Corporation, the in- 
come is taxable at the rate of 6%. A few years ago — we 
will say ten years ago, when she bought this house and prop- 
erty she paid $25,000, a fair value. After a few years she cour- 
cluded to sell that property at the purchase price, $25,000. 
After using her best eflForts and the efforts of a regular broker 
she was unable to sell that property at the purchase price 
so that, we will say two years ago, she concluded to sell the 
property at the best price she could get, not at auction sale, 
but at broker's sale. Finally the best price she was offered 
for that property was $20,000, at which price she sold it. 
That, you will see, stood at a loss of $5,000. Now the ques- 
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tion comes, can she deduct $5,000 from the income of $8,000 
from her United Fruit stock, paying a tax on $3,000 income? 

Answer. No. The only deductions which the Tax Com- 
missioner can allow are such as are stipulated in the Act itself 
and this is not one of them. The loss of some of her property 
was her misfortune. To say otherwise than that would prac- 
tically mean that the Commonwealth would guarantee the 
purchase or sale price of every piece of property in the state. 

Q. If she had sold it at $30,000 would it be considered 
taxable? 

A. No. The three per cent tax on gains from sales ap- 
plies only to intangible personal property, and not to real 
estate or tangible personal property. 

Q. Can a copartnership consider as business expenses 
bonuses or Christmas gifts to employees? 

A. I should say if the bonus were a part of the contract 
of employment, either written, oral or implied, then it could 
be considered legitimate business expense, but if it is a gift 
given one year and not another and not legally enforceable 
by the employees it could not be taken as a legitimate busi- 
ness expense. In the latter case the employees would not 
have to pay any tax on the gift. 

Q. I understood you to say partners may each have an 
exemption of $2000. 

A. Yes. 

Q. If a man has a business income of $1700 and has 
funds invested in taxable securities which net him $500, 
making his gross income $2200, does he have an exemption of 
$2000, and pay a tax on $200? 

A. No. We simply forget that $1700 of business income 
because that tax does not apply till the business income 
reaches $2000. The $500 of income from securities pays a 
tax of 6%, or $30. 

Q. If he had that money invested in untaxable security 
he would n't have any income tax to pay? 

A. No; but because his gross income from all sources ex- 
ceeded $2000 he should file a return even though no tax is 
payable. 
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Q. If a man has $5000 distributed among Massachusetts 
Savings Banks, is any of the income from those deposits 
taxable? 

A. No. 

Q. A man has shares in cooperative banks. Each year 
these shares increase in value. Are they taxable? 

A. There is a very recent ruling that interest on co6p- 
erative bank shares is not taxable, either while the shares 
are maturing or after maturity. 

Q. A man having a deposit of $1500 in the savings de- 
partment of a Trust Company; is he taxed for $500 or $1500? 

A. Under the present ruling he would be taxed for $1500. 

Q. In the year 1916 we have all made large profits on our 
investments but we have kept no account of it. Suppose I 
made a million dollars this year but I have forgotten how I 
made it? 

A. The Commissioner will require you to give him the 
facts from which you made your guess so he can guess along 
with you to see that you do not make any mistakes — ! 

Q. Is it necessary for every person who receives interest 
from clubs, like Christmas Clubs, etc., to file a statement? 
It is not a savings bank. 

A. I should think that if a savings club were run by a 
savings bank or the savings department of a Trust Company 
it would be within the general ruling that it was a deposit in 
a savings bank and not taxable. If it is a national bank I 
do not see how you can avoid paying a tax. That is only a 
snap judgment. If a private person were running a Christ- 
mas fund I do not see why you would not have to pay 6% on 
such interest as you received. 

Q. The case I refer to is a similar system that was run 
by a National Bank and the clerks each bought shares and 
received income. 

A. At the present time I do not see any escape from the 
necessity of filing tax returns as to the interest received from 
such sources. 

Q, A partnership having place of business in Boston has 
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five partners, two of which live in Massachusetts and the 
others live outside of the state. Would the two that live in 
Massachusetts pay on their part of the income? 

A. Yes, those two in Massachusetts would pay on their 
incomes. They would make a return for the partnership 
but they would only pay on their shares. 

Q. If one receives a gratuity or bonus must he make a 
return on that? 

A. No. 

Q. A salesman getting a bonus on his commission work? 

A. Presumably that would be a part of his salary, and if 
so it would be taxable. 

Q. You spoke of bonuses not being allowed as a deduc- 
tion of business expenses; is that true if bonuses are given 
to an employee in lieu of a raise in salary? 

A. I suppose the test would come on whether the bonus 
is a part of a person's salary or other compensation. If so, 
then it would be taxable to the donee, but if it is merely a 
donation and no part of the contract of employment then it 
would not be taxable to the donee. If taxable to the donee 
it may be deducted as a business expense by the donor. 
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